
Franchise Terms You Need to Know 

As you delve into the world of business ownership and the franchising process, you'll 

encounter various terms and acronyms that might be unfamiliar. Grasping these concepts is 

essential for laying a solid groundwork for your venture into franchising. Here's a list of 20 key 

franchising concepts that are crucial to understand before you launch your own franchise 

business.

Franchisee: This term refers to an individual or group that acquires the rights to 
operate a business under the franchisor's brand and system, receiving ongoing 

support. They are often referred to as a franchise owner.

Franchisor: The entity or individual that allows a franchisee to run a business under 
their established brand, providing necessary systems and support.

Franchise Fee: This is an initial payment by the franchisee to the franchisor, granting 
the rights to operate within the franchisor's system.

Franchise System: This encompasses the complete structure and framework of a 
franchise, including standardized procedures, branding guidelines, training, and 
support.

Territory: A specific geographical area granted exclusively to a franchisee for business 
operations and development.

Franchise Resale: Occurs when a franchisee opts to sell their operational business to 
another individual or entity.

Multi-Unit Franchising: An arrangement where a franchisee is granted rights to open 

and manage multiple outlets within a designated territory.

Key Performance Indicators (KPIs): Quantifiable metrics utilized to assess the 

performance and success of a franchise.

Non-Disclosure Agreement (NDA): A legal agreement that safeguards confidential 
information, commonly used in franchising to protect a franchisor’s intellectual 

property during preliminary discussions.



Request for Consideration (RFC): A formal expression of interest by a prospective 
franchisee in joining a franchise system.

Franchise Disclosure Document (FDD): A comprehensive legal document provided by 
franchisors to prospective franchisees containing detailed information about the 

franchise, including fees, financial performance, and background.

Item 19: A section within the FDD that provides financial performance data from 
existing franchise units to prospective franchisees.

Initial Investment: The total amount needed by a prospective franchisee to start and 
operate a franchise, typically covering the franchise fee, equipment, and other 

foundational costs.

EBITDA: An acronym for Earnings Before Interest, Taxes, Depreciation, and 
Amortization, this metric evaluates a franchise's operational performance by focusing 

on its ability to generate operational income.

Owner’s Discretionary Profit (ODP): Represents the earnings available to a franchise 
owner after expenses and before accounting for interest, taxes, depreciation, and 

amortization, often including the owner’s salary.

Break-even Point: The moment when a franchise's revenues equal its expenses.

Advertising and Promotion Fee (A&P): A fee that franchisees pay towards collective 
advertising and promotional efforts for the franchise system.

Royalty Fee: An ongoing payment made by franchisees for the continuous use of the 

franchisor’s brand, system, and support.

Discovery Day: An event where potential franchisees visit the franchisor's 

headquarters to gain a deeper understanding of the franchise system.

Franchise Agreement (FA): A legal contract outlining the terms between a franchisor 
and franchisee, covering aspects such as rights, responsibilities, fees, territory, and 

operational guidelines.

We are here to answer any questions as well.  
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